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Increased environmental complexity and interdependence between parent 
companies and their subsidiaries within multinationals (MNCs) have led to a 
corresponding increase in the importance of the role of communication. Accordingly, 
communication becomes an increasing important asset in global competition because 
it activates and substains the resource (data, information, and knowledge) flow within 
the corporations. At the same time, advanced communication systems, such as e-mail, 
can facilitate transnational linkages. However, previous literature demonstrates only 
what communication media can do but seldom discusses how structural mechanisms, 
such as centralization, formalization, and norms of information sharing, can facilitate 
the e-mail communication and the effectiveness of the parent-subsidiary relationship. 
Based on organizational communication and MNC parent-subsidiary literature, 
this paper proposes: (1) a multidimensional construct of parent-subsidiary 
communication and (2) a set of relationships in which parent-subsidiary 
communication mediates the coordination processes of centralization, formalization, 
and information sharing, and the effectiveness of the relationship. 
Using samples from the senior managers of foreign enterprises in Hong Kong, 
we find support that parent-subsidiary communication is multifaceted. 
Communication frequency and communication quality are two independent concepts. 
Confirmatory factor analysis results indicate that communication quality is a 
ii 
一 multidimensional construct which consists of feedback, openness, and non-
coerciveness. Regarding the hypothesized relationships between coordinating 
processes, communication, and relationship effectiveness, we find support that 
coordinating processes are significantly related to the perceived communication 
quality and perceived communication quality, in turn, is significantly associated with 
the effectiveness of parent-subsidiary relationship. Theoretical contributions and 
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Overview: Issues and Problems 
Parent-subsidiary communication in multinational corporations has attracted 
research attention (Brandt & Hulbert, 1976; Nobel & Birkinshaw, 1998). Over the 
last two decades, studies on parent-subsidiary communication almost exclusively have 
followed a strategy-structure-performance perspective of the parent-subsidiary 
relationship which was based on contingency theory (Lawrence & Lorsch, 1967). 
Earlier studies on parent-subsidiary communications, based on the premises of 
environment uncertainty and information asymmetry, have stressed the control of 
MNC parents over subsidiaries. Parent-subsidiary communication was expressed in 
terms of number of managerial visits, frequency of formal reports, or an information 
system (Prahalad & Doz, 1981). In recent years, new communication technologies, 
such as e-mail, and new organizational forms, such as the heterarchy (Hedlund, 1993), 
have presented challenges for multinationals. 
Since electronic media increasingly are used in multinational corporations, the 
amount of communication between units that takes place electronically has also 
increased. New types of communication media, such as e-mail, may be an important 
asset in global competition if they can facilitate the flow of resources, such as data, 
information and knowledge, within the corporation. Second, owing to the elimination 
and reduction of major trade barriers, the function of foreign subsidiaries is not only 
to tap locational advantages, but also to create and maintain firm-specific advantages 
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for the multinationals. As subsidiaries now develop their own roles or strategies (see 
Table 1), the parents and subsidiaries are more interdependent with each other. 
Therefore, management of the parent-subsidiary relations becomes more important to 
managing the overall organization. 
These two challenges suggest a re-examination of parent-subsidiary 
communication is necessary to understand the relationship within the context of 
emerging communication technologies and new organizational forms. 
Communication becomes a means to develop and maintain the parent-subsidiary 
relationship. Based on this, the objective of this study is to examine the influence of 
communication, both frequency and quality, on the effectiveness of the parent-
subsidiary relationship. Also, this study explores the relationship between 
communication and the use of supporting coordinating activities, including 
centralization, formalization, and norms of information sharing. 
Importance of this study 
First, this study presents a new role for communication: a vehicle for 
knowledge transfer and relationship development. Communication is hypothesized as 
a key construct in mediating the links between the structural context and parent-
subsidiary relations. Previous studies posited communication as a means to control 
the subsidiaries. Through one-way, vertical bottom-up information transmission, the 
parents can gather enough information for decision-making. However, due to recent 
developments in communication technologies and the strategies of subsidiaries, this 
study suggests other functions of communication ~ knowledge transfer and 
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relationship development. It examines parent-subsidiary communication in the form 
of electronic mail. By focusing on the e-mail communication between parents and 
subsidiaries, this study offers a significant contribution to the existing knowledge of 
parent-subsidiary communication. 
The other contribution of this study is the "unpacking" of the concept of 
parent-subsidiary communication. Research in psychology and organizational 
communication has a long history in dimensionalizing the communication construct at 
an interpersonal level. Similarly, marketing literature has first adopted some 
dimensions of communication in explaining the relationship between channel 
members. When we look into the parent-subsidiary studies, however, there seems to 
be a gap between what we have known about the importance of communication, and 
what we now investigate it. A brief review on the empirical research on parent-
subsidiary communication can give us a clear picture (see Table 2). Over the last two 
decades, studies on parent-subsidiary communication emphasized only the amount of 
communication and media selection (such as format written reports and managerial 
visits). Other communication facets, such as openness, direction, and content, have 
not yet been explored (Gupta & Govindarajan, 1991). Thus, this study sheds light on 
a breakthrough in the parent-subsidiary literature as it tries to incorporate various 
facets of communication and examines the likely relationships between the 
communication facets and structural mechanisms. 
The growing importance of communication in parent-subsidiary relations 
suggests a reassessment of parent-subsidiary coordinating activities. Traditional 
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wisdom holds that formal control mechanisms, such as centralized decision making 
and established rules and regulations, can effectively prevent opportunistic behavior 
by subsidiaries or caused by information asymmetry. In addition, norms are a 
supplementary tool to uphold this hierarchical relationship. However, this view has 
been challenged by recent theoretical advances and empirical findings that indicate 
that formal mechanisms block internal knowledge flows and that norms are effective 
in articulating MNC knowledge (Birkinshaw, 1994; Hedlund, 1994). If subsidiary 
managers within an organization share their belief that extensive information 
exchange is an appropriate behavior, the knowledge flow should be activated and the 
MNC will become more competitive. 
In the following sections, the literature review and conceptual model for this 
study will be discussed. Next, we will discuss the details of the data and the research 
methodology used in this study. They will be followed by data analysis and results. 
Finally, discussion, theoretical contributions, managerial implications, limitations, and 




The chapter begins with a review of parent-subsidiary literature and identifies 
some changes in the parent-subsidiary studies and their implications for parent-
subsidiary communications. Next, we suggest that a reappraisal of the measures of 
subsidiary performance is appropriate, especially when applying them to new parent-
subsidiary relations. Next, literature on organizational communication is reviewed. 
In the final section, the role of electronic media in parent-subsidiary communication 
and different dimensions (facets) of parent-subsidiary communication are discussed. 
Predominant Perspectives of Parent-subsidiarv Research 
Interest in the communication between the parents and their subsidiaries has 
primarily been within the context of traditional parent-subsidiary theories. Most of 
the research on parent-subsidiary relationship has been based on a structure-
performance perspective (Chander, 1962) and grounded on contingency theory 
(Lawrence & Lorsch 1967) with the premise being that superior performance results 
from the better fit between organizational structure and contingent factors, such as 
size (Blau, 1972; Astley, 1985), growth-decline (Freeman & Hannan, 1975), strategy 
(Donaldson, 1987; Egelhoff, 1982), and environment theory (Lawrence & Lorsch 
1967). 
Among various contingent factors, the most influential one has been strategy 
contingency. This perspective argues that the performance of an organization depends 
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on the fit between strategy and structure. However, what constitutes "better fit" has 
been argued for several decades. In general, these different approaches can be 
grouped as: (1) functionalist approach (Chandler 1962), (2) strategic process control 
approach (Bartlett & Ghoshal 1986, Prahalad & Doz 1981), (3) 
configuration/coordination framework (Porter, 1986), and (4) subsidiary strategy and 
development approach (Gupta & Govindarajan, 1984, 1986, 1991; Bartlett & 
Ghoshal, 1991; Birkinshaw & Morrison, 1995). A close examination of these 
approaches suggests some implications for current parent-subsidiary communication 
research. 
Functionalist Approach 
Chandler (1962) focused his efficient management and control arguments on 
the structure of complex organizations and suggested the traditional unitary structure 
(U-form) should be replaced by a multi-divisional structure (M-form). In M-form 
organizations, tasks were grouped according to geographic scope or product line. The 
key features were delegating operational decision making authority to division level 
managers and headquarters managers with strategy formulation responsibility, 
allocating organization resources, and monitoring divisions. Galbraith (1973) and 
Egelhoff (1988) strengthened Chandler's argument by using an information 
processing perspective. They argued that as the degree of task uncertainty increases, 
the amount of information processing during task execution also increases. Therefore, 
multinationals must establish hierarchical authorities to tackle the great amount of 
information necessary to ensure that problems would be referred to decision makers 
who have the authority, power and information to solve them. Messages from 
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decision makers also should be transmitted to lower levels through formal channels. 
Therefore, parent-subsidiary communication should only be used in the forms of data 
collection, vertical referral, and decision transmission. 
Configuration/Coordination Framework 
Different from Chandler's emphasis on structural configuration, Gamier 
(1982)'s study of subsidiary autonomy indicated that multinational corporations 
operate their affiliates with different structural contexts. The major contribution of 
Gamier's article was the recognition that centralization is a function of the strategy 
contingency. Porter (1986) extended Gamier's work of matching centralization with 
purest global strategy^ in his framework of configuration/coordination. In the 
framework, the configuration and coordination are posited as two dimensions in 
determining different types of international strategy. Configuration ranges from 
dispersed (with an entire set of the value-chain activities being replicated in different 
country sites) to concentrated (where each value-chain activity is placed in single 
country location). Coordination ranges from low (where activities are performed 
independently in different country locations) to high (where each activity is integrated 
and interdependent with each other). Porter (1986, p.33) argued that "the ultimate 
authority must represent the global dimension if a purest global strategy (concentrated 
activities and tight coordinated) is to prevail." In other words, strong coordination is 
most easily achieved through the formal controls and responsibility hierarchies. 
However, he also pointed out that the desirability of coordinating like activities that 
1 Porter (1986) argued that there are four different kinds of international strategies, depending on a 
firm's choices about configuration and coordination throughout the value chain. Four strategies 
include purest global strategy, export-based strategy, country-centered strategy, and high foreign 
investment with extensive coordination. 
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are dispersed involves a balance of structural factors. For example, the best 
configuration for specialized R&D would be the presence of norms of information 
sharing. Communication thus serves a crucial role in transferring the learning from 
subsidiary to subsidiary and from the subsidiary to the parent. 
Strategic Process Control Approach 
Similar to Porter's configuratiorVcoordination framework but taking a slightly 
micro view, Barlett (1986) and Doz & Prahalad (1984) argued that MNCs are striving 
for a balance between “global integration" and "national responsiveness." Faced with 
the need for balancing these two orientations, the parent should structure their 
decision processes through a set of administrative mechanisms. These consist of data 
management, the establishment of standards or objectives, and conflict resolution 
mechanisms. Communication, in this sense, becomes a channel for the headquarters 
to obtain and aggregate data, to orient managers' attention towards specific priorities, 
and to monitor how resources are allocated. Also, during the process of globalization, 
foreign subsidiaries would accumulate their expertise and resources and would be less 
dependent on the parent's resources allocation. Therefore, instead of relying on 
"hard" controls over subsidiaries through restructuring or centralization or 
formalization, "soft" programs or cognitive controls, such as cross-cultural 
management teams, management transfers, and socialization, could be used. Pfeffer 
(1982) also suggests that an organization should be able to establish its own norms 
across borders by establishing what are expected of decision makers in order to reduce 
the deviant behavior of subsidiaries and achieve a higher state of predictability. 
Communication becomes an important tool for normative controls, and the parent can 
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maintain secrecy over information used in decision making through communication 
control so as to reduce its dependency on the subsidiary. 
Subsidiary Strategy and Development Approach 
Taking a different approach, Jarillo & Martinez (1990) argued that the strategy 
contingency should be viewed at the subsidiary level. Though both Porter's 
configuration/coordination framework and Prahalad & Doz's integration-
responsiveness framework provide some solutions for the fit between multinational 
strategy and structural context, their frameworks assumed that the global 
competitiveness of multinational corporations originates at the corporate level. 
Whereas in reality it is subsidiaries that play the strategic roles in the creation of such 
competitiveness. 
First, the elimination and reduction of major trade barriers have facilitated 
worldwide product flows. Multinational corporations find it easier to leverage their 
value chain activities and re-organize their foreign subsidiaries based on their 
complementary strengths. Foreign subsidiaries have become more specialized: 
concentrating on a narrower range of activities but, at the same time, sharing a wider 
scope inside that range (Birkinshaw 1996). For instance, the MNC may organize 
activities such that there is a financial center in London, a manufacturing center at 
Malaysia, and a marketing center in Los Angeles. The increased importance of 
knowledge in global competitiveness also gives rise to the differential strategic 
importance of the foreign subsidiary (Birkinshaw & Morrison, 1995). Dmcker (1993) 
and Quinn (1992) predict that the competitiveness of modem multinationals lies in the 
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subsidiary's capabilities in creating and transferring knowledge. The globalization of 
marketing and operations results in an expansion and specialization of foreign 
subsidiaries. For instance, Philips has established her global scale audio factory in 
Singapore. This leads to an increase in the subsidiaries' abilities to create new 
knowledge (Hedlund 1994). However, the new role of subsidiary leads to a higher 
level of sequential and reciprocal interdependency between the parents and their 
subsidiaries (Thompson, 1967, Ghoshal, Korine, & Szulanski 1994). This requires an 
extensive coordination among units in the multinational. In this instance, 
communication becomes the key mechanism for achieving intra-corporate, interunit 
coordination. 
Summary 
In summary, several conclusions regarding to the strategy contingency 
perspective are suggested: 
1. Strategy and structure are aligned with each other at the corporate and 
subsidiary levels (see Table 3). 
2. From market and product competition to knowledge competition, various 
coordinating activities, namely configuration, centralization, 
formalization, and norms, are used to cope with different strategies. 
3. Information as a resource is a key asset for multinational corporations. It 
indicates the power distribution between the parent and its subsidiaries. 
Owing to the growing importance of knowledge creation and transfer at 
the subsidiary level, the patterns of global competition are shifting. 
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Regarding to this shift, the parent-subsidiary relationship has been 
changed from a hierarchical, dependent relationship to a partner, 
interdependence relationship. 
4. At the same time, parent-subsidiary communication has been changed 
from a measure of control to a means of knowledge transfer. Because the 
parent-subsidiary interaction is relational, maintaining collaborative 
communication is necessary for an effective parent-subsidiary relationship 
(see Table 4). 
Having laid out the development of parent-subsidiary theories and the 
communication implications using the strategy contingency perspective, the next 
section will critically assess the performance measures. The strategy contingency 
perspective assumes that superior performance is obtained by the best match between 
strategy and structure. There, under this assumption, performance becomes the only 
criterion for measuring the fit or misfit of appropriate coordinating activities. 
However, we propose that a different measure of performance is appropriate for this 
research study. 
The Importance of the Parent-subsidiary Relationship Effectiveness 
Though the subsidiary performance is the optimal criterion for measuring the 
fit or misfit of appropriate coordinating activities (Snow & Hrebiniak, 1980), the 
parent-subsidiary literature has grappled with the objective measures of subsidiary 
performance. Objective measures include operational efficiency, organizational 
profitability, and goal accomplishment. These measures are subject to many 
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criticisms (Tse, 1979; Roth & Nigli, 1992). It is because the establishment offoreign 
subsidiaries is a long-term decision that subsidiaries with poor short-term profitability 
records can be justifiable. Besides, multinational corporations differ in their products 
and goals and the performance of their foreign subsidiaries is usually evaluated in 
terms of a multiplicity of goals (Huseman, Hatfield, & Gatewood 1979). In the 
absence ofinformation ofthe motivations of the parent companies, it is rather difficult 
to match the results with the specific targets. As Birkinshaw & Morrison (1995) 
argued, the role or contribution of foreign subsidiaries in fact is a function ofthe local 
environment and the subsidiary's unique capabilities. In this sense, poor profitability 
may be quite acceptable if the role of subsidiary is not as a profit contributor, but 
rather as a resource and expertise center that contributes towards the entire 
corporation. 
Regarding the performance of a subsidiary, Liouville & Nanopoulos (1996) 
argue that it should be evaluated on their strategic contribution, not solely on 
objective measures. However, this contribution is both difficult to specify and is 
likely to be influenced by a variety of factors (e.g., trust). As the parent cedes its 
international responsibilities to the subsidiary level, a new strategic partnership is 
formed in which both parent and their subsidiaries can share their compatible goals 
and strive for mutual interdependence (Hoffman, 1994). Research also suggests that 
collaborative dyadic relationships are associated with coordination which has been 
found to be positively related to the various measures of the subsidiary performance 
(Cray, 1984; Kim & Manborgne 1993). Consequently, an instrumental goal, that is 
the effectiveness of parent-subsidiary relationship, becomes an important and 
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appropriate research domain (Roth & Nigh, 1992). It is defined as the extent to which 
the subsidiaries carry out commitments and believe relationships are worthwhile, 
productive, and satisfying (Van De Ven & Ferry, 1980). Relationship effectiveness as 
a research focus is not exclusive to parent-subsidiary literature. Indeed, the channel 
literature has long focused their attention on the relations of the channel members or 
the elements ofthe relationship (Mohr, Fisher, & Nevin, 1996). 
Heritage of Organizational Communication 
As discussed in the previous section, the performance measure has been the 
effectiveness of parent-subsidiary relationship. Research suggests that the 
effectiveness of dyadic relationship depends on various factors (Anderson & Weitz, 
1992; Guiltinan, Rajab, & Rodgers, 1980). Among these factors, communication has 
been found to be positively associated with relationship effectiveness (Birkinshaw, 
Hood, & Jonsson, 1998). An effective communication process fosters the confidence 
in the continuity of the relationship and reduces dysfunctional conflict. 
Communication is increasing in research attention due to recent developments in 
organizational communication theories. Roberts, O'Reilly, Bretton, & Porter (1974) 
identified the four approaches or assumptions in studying communication: (1) 
classical mechanistic approach; (2) decisionAnformation processing approach (Weick, 
1979; 1990); (3) human relations approach (Tompkins, 1984); and (4) general 
systems approach. 
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Classical Mechanistic Approach 
From the classical mechanistic approach, communication is a message 
transmission process in which a message transmits from one to the other through the 
channel (Axley, 1984). One ofthe basic assumptions of this perspective is linearity 
(send-transmit-receive) which places much emphasis on the uni-directionality of 
communication (from sender to receiver). The second assumption underlying the 
mechanistic approach is that it operationalizes communication as communication 
frequency, amount of information transmitted, and media selection. 
Decision/Information Processing Approach 
Decision approach equates communication with the processing of decision-
making information. Information is the common raw material that all organizations 
process. Yet the information that circulates in the organization is often equivocal As 
defined by Weick (1979; 1990), equivocal information means information that is 
ambiguous and with multiple, conflicting interpretations. Organizations should try to 
attain a match between information equivocality and communication. Decision 
theorists contended that the use of coordinating activities facilitates effective decision 
making. By establishing the formal communication channel, defining the roles of 
communicators, and specifying rules of communication, decision-makers can reduce 
the range of available options and simplify the decision-making process. 
Human Relations Approach 
Unlike mechanistic and information processing approaches, the human 
relations approach sees communicators as the essential ingredients of any 
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organization. It argues that communicators' attitudes and perceptions towards the 
communication environment are in fact the conceptual filters that affect the encoding 
and decoding information of communicators. For example, Tompkins (1984) 
indicated that people without trust and secrecy dominated their communication 
behaviors by not telling others what they needed to know unless asked. Two-way 
communication between communicating parties is extremely important in developing 
and maintaining their relationship. This approach was employed in the research on 
bidirectionality and the environment of communication (Likert, 1967; Tompkins, 
1984). 
General Systems Approach 
Similar to the decision approach but integrated with contingency theory, 
general systems-approach concentrated on the types of communication structures and 
subsystems that affect adaptation to organizational environments. In the systems 
theorists' view, information is an input from environments and an output to 
environments. For example, Burns & Stalker (1961) classified organizations into 
mechanistic and organic organizations according to their adaptation to stable or 
unstable environment. Mechanistic organizations rely more on vertical 
communication whereas organic organizations advocate more information flows. 
Communication issues that emerged in general systems approach include the choice 
o f ( l ) entities or units for communication (as a group or an individual); (2) context or 
boundaries (as an organization or a network); (3) power distribution of 




In summary, four perspectives on organizational communication have their 
own assumptions and limitations. The mechanistic approach emphasizes one-shot 
message transmission but ignores the recurrent interaction and message 
encoding/decoding. The decision approach takes communication as an information 
processing and find the "one best way" to attain a match between information 
equivocality and communication. Yet it ignores the critical role of the environment in 
shaping the organizations. The human relations perspective adds the influence of 
communicating parties themselves on the message transmission whereas it pays little 
attention towards the functions of communication. General systems-approach de-
emphasizes the static role of communication and claims that communication is a 
dynamic process. However, it is difficult to operationalize the systems approach. In 
addition, different perspectives guide different facets of communication. The 
mechanistic approach defines communication as encompassing frequency and media 
selection whereas the human relations approach conceptualizes communication as 
direction and openness of communication environment. 
The RoIe of Electronic Medium in Parent-subsidiary Communication 
Adopted from four assumptions in studying organizational communication, 
two mainstreams have dominated the research area of organizational communication: 
(1) media characteristics and media selection (Daft & Lengel, 1984; Lee, 1994); and 
(2) facets of communication (Jablin, 1979; Gupta & Govindarajan, 1991). In the 
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following two sections, the two mainstreams of communication research are 
discussed. 
Within this study of organizational communication, the first valuable avenue 
ofresearch is concerned with the media characteristics in the communication process. 
Communication media affects the communicating process in a large part by the degree 
to which they transmit contextual cues. Daft & Lengel (1984; 1986) proposed that 
communication media can be arrayed along a continuum of media richness based on 
differing capacities to resolve ambiguity. They say the richness of media has the 
following dimensions: (1) the speed of feedback; (2) the variety of communication 
channels used; (3) the personalness of the source; and (4) the richness ofthe language 
used (context cues). Face-to-face contact is the richest medium, followed by 
telephone, written media (Trevino, Lengel, & Daft, 1987). Media richness theorists 
posit that rich media is selected for equivocal messages because only it has the 
capacity to convey context cues and resolve the ambiguity and multiple interpretations 
of an equivocal message (Lengel & Daft 1988). According to media richness theory, 
e-mail is perceived as a lean medium because a deterioration of the "message" would 
occur through: (1) the lack of immediate feedback; (2) the filtering out of contextual 
cues; (3) the confinement to a single channel; (4) the lack of personalization; and (5) 
the reduction in language variety (Ngwenyama & Lee, 1997). 
However, the results of empirical studies did not seem to support what media 
richness theorists predicted. For example, Sullivan (1995) argued that media 
preferences were significantly related to the types of communication tasks. Based on 
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both qualitative and quantitative evidence, Markus (1994) found that the actual usage 
of electronic mail by senior managers is more frequent and more intensive than other 
media. To explain the contradictory results, Markus (1994) and Fulk (1993) proposed 
that media selection is a function of social and organizational contexts. From an 
interpretive perspective ofhermeneutics, Lee (1994) argued that the richness is not an 
invariant property of a medium, but an emergent property of the interaction between 
the communication medium and its organizational context. In short, media choice is 
not a rational decision, it depends much on the mutual understanding between 
communicating parties. Hence, research that takes an interpretivist perspective 
conceptualizes richness at the communication level, instead of the media level. With 
shared organizational context, communicating parties can easily transform those 
“lean，，words into the "rich" meaning behind them. Organizational context here is 
defined as organizational policies, norms, and resources that serve to enable, 
constrain, and sometimes determine what is proper and improper, and that lend 
meaning to the actions of communicating parties P^gwenyama & Lee, 1997). Based 
on communication richness theory, the perceived richness of communication of 
electronic communication media (such as e-mail) is determined by the organizational 
contexts. 
Regarding parent-subsidiary communication, coherent management of 
subsidiaries characterized by geographical dispersal, internal differentiation, and 
interdependence requires extensive communication among different units in the 
multinational. The preference of the communication media then would shift from 
media in a narrow geographical scope to media with a broad coverage. In this sense, 
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electronic media, especially e-mail, becomes important in the parent-subsidiary 
communication. They offer several advancements for MNCs: (1) an increase in the 
speed and volume of communication; (2) a reduction in the costs of communication; 
(3) an increase in communication bandwidth (by way of hypermedia); (4) an 
expansion of connectivity; and (5) increased communal capabilities (Fulk & 
DeSanctis 1995). Collectively, these features enable multinationals to link units, both 
parents and subsidiaries, with each other via an integrated communication network. 
In fact, the use ofelectronic media can facilitate the transfer ofknowledge (Nonaka & 
Takeuchi 1995). 
Facets of Parent-subsidiary Communication 
Our primary consideration in this study is the communication between parents 
and subsidiaries through the use of e-mail. In the previous section, we have 
demonstrated that there are three explanations of the usage level of e-mail in parent-
subsidiary communication. In sum, due to advances in communication technology 
and the increased demand on the extensive communication media, e-mail has been the 
most important means in parent-subsidiary "day-to-day" communication (Fulk & 
DeSanctis, 1995). Though media richness theorists argued that senior managers 
would choose media higher in richness for those managerial tasks higher in 
equivocality or ambiguity (Trevino, Lengel, & Daft, 1987; Trevino, Daft, & Lengel, 
1990), research in communication richness has noted that the organizational context is 
the most crucial factor in determining the e-mail communication (Lee, 1994). Hence, 
in the following section, we operationalize the concept of communication. 
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When considered as a theoretical construct, communication has consistently 
been regarded as multidimensional (Jablin, 1979; Down, Clampitt, & Pfeiffer, 1988; 
Mohr & Nevin, 1990; Gupta & Govindarajan, ,1991). Adopted from the mechanistic 
approach of organizational communication literature, parent-subsidiary 
communication is viewed as a static message transmission process in which a message 
transmits from one unit or person to another through the channel, or communication 
mode. Earlier mechanistic and information processing theorists believed that the 
research focus ofcommunication studies should be on the match between information 
requirements and media choice, with dimensions of communication thus referring to 
the communication mode itself and quantitative measures of communication, such as 
frequency and duration. However, human relations theorists have argued that 
qualitative elements in communication research, such as persuasion, message 
initiation and feedback, should also be considered as dimensions of communication 
(Fulk & Boyd 1991). In summary, the parent-subsidiary construct can be 
operationalized by considering the frequency and quality (feedback, openness, and 
content coerciveness). The dimensions of these two concepts are discussed below. 
Communication Frequency 
Frequency refers to the amount of parent-subsidiary contact (Ghoshal, Korine, 
& Szulanski 1994). Many scholars have argued that frequency is not a sufficient 
measure of the closeness of parent-subsidiary communication because it cannot 
distinguish between the amount of general contact (for example, greeting) and the 
amount of contact (both formal and informal) necessary to coordinate activities (Mohr 
& Nevin 1990). Moreover, it cannot capture the content or topic of communication 
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nor the qualitative properties of communication (for example, a friendly or hostile 
discussion). However, some amount of contact is required for parent-subsidiary 
coordination (Gupta & Govindarajan 1991). Ghoshal & Barlett (1988) showed that a 
higher frequency of parent-subsidiary contact can facilitate the adoption and diffusion 
of innovation across units in multinational corporations. 
Communication Quality 
The concept of communication quality has been explored in prior research 
(Mohr & Spekman，1994; Mohr & Sohi, 1995). Mohr & Spekman (1994) have 
argued that communication quality is a key aspect of information transmission. Based 
on a review of the organizational literature, communication quality includes such 
aspects as direction (feedback), communication environment (openness), and message 
content (non-coerciveness). 
Feedback 
Feedback is a message that is sent in response to the initial message. For the 
sender of the initial message, it is a confirmation about whether information was 
received or understood. According to Cusella (1980), the purposes of feedback may 
be to reward, inform, cue, motivate, regulate or learn. Thus, it can be understood as a 
return flow of reaction, ideas, and suggestions (Barlett & Ghoshal 1989). Eklundh 
(1987) even argued that feedback is the most important dimension of written 
communication modes. This is because written modes (i.e., letters and e-mail) delay 
successive contributions to the dialogue and may not convey contextual cues. Also, 
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the resumption ofadialogue may be hindered. Therefore, explicit feedback in written 
modes indicates that a strong tie exists between the communicating parties. 
The dimensions offeedback are timeliness, specificity, and sensitivity (Larson, 
Glynn, Fleenor, & Scontrino 1985). Timeliness refers to the interval between when 
the message was sent and the receipt of the feedback about the message. There is still 
disagreement about whether timely feedback is an indication of good communication 
quality. Some argue that timely feedback implies the message recipient has not 
considered the message carefully and that it indicates poor communication quality. 
However, timely feedback with accurate and relevant information is still essential if 
the goals ofthe partnership are to be achieved (Mohr & Spekman, 1994). Specificity 
refers to the degree to which the feedback provides specific comments rather than 
general comments. It is easy to understand that the more specific the feedback, the 
better the perceived quality of communication. The sensitivity of feedback is a 
measure of whether the feedback person shows concern for the other party's feelings 
when giving feedback. If one party gives his/her feedback, without any concerns for 
the other party, he/she may be hurt by the feedback, resulting in lowered perceptions 
of communication quality. 
Openness 
Openness is an essential element for communication (Tompkins 1977, Jablin 
1979, Gupta & Govindarajan 1991) because the willingness of one party to send a 
message to the other is a function of each party's perception of the other's willingness 
to receive. It measures the willingness of two parties in sharing information that may 
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be negative or secret, and is concerned with the mutual disclosure of their goals, 
expectations, plans and evaluation criteria. Jablin (1979) sees communication 
openness as having two aspects: openness in message sending and openness in 
message receiving. The former is the sender's willingness to disclose emotions and 
negative information, whereas the latter is the receiver's willingness to encourage or 
permit the expression of opposite opinions and bad news. Thus, the more willing to 
disclose or listen to the secret and negative information, the better the perceived 
communication quality. 
Content Coerciveness 
This dimension of communication is based on research in interpersonal 
influence (Stohl & Redding, 1987) and channel influence (Frazier and Summers, 
1984), which posits that communication is used to influence the receiver's beliefs and 
attitudes so as to change their behaviors. Mohr & Nevin (1990) argued that 
communication can be analyzed for content by asking parties involved what are their 
perceptions ofthe nature of the content. The most common categorization ofmessage 
content is the type that influences (Cheng 1983, Frazier and Summers, 1984; Stohl & 
Redding, 1987). It is a measure of whether the message sender uses various types of 
influence in the event of non-compliance by the receiver. Frazier and Summers 
(1984) provided a taxonomy of influence sources which consists of promise, threat, 
legalistic plea, request, information exchange, and recommendation. Based on the 
taxonomy, most research work in interpersonal influence and marketing channels has 
dichotomized influence strategies into coercive and non-coercive (or positive). 
Coercive influence strategies are related to the use of threats and legalistic plea 
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(Frazier and Summers, 1984) and non-coercive influence strategies are related to the 
use of promise, information exchange, and recommendations. Literature in 
interpersonal influence has demonstrated that influence strategies are associated with 
the power or hierarchical position. For instance, Kipnis (1976) argued that the one 
with greater power would often use coercive influence strategies while 
communicating parties with the same power would use positive or non-coercive 
influence strategies. While it is obvious that the use of coercive influencing strategies 
implies poor communication quality, it is not as obvious that the use of non-coercive 




To investigate parent-subsidiary communication in multinational corporations, 
we developed a conceptual framework that links coordinating activities, 
communication frequency and quality, and the effectiveness of the parent-subsidiary 
relationship. We propose that both the frequency and the quality of parent-subsidiary 
communication mediate the relationships between parent-subsidiary coordinating 
activities and the effectiveness of the relationship (see Figure 2). Using structural 
contingency theory, the traditional parent-subsidiary theories conceptualized structure 
as coordinating activities which are used by multinational corporations to respond 
towards the global strategies. 
These coordinating activities consist ofboth formal and informal activities that 
determine how decisions are made in multinational corporations. Formal coordinating 
activities include centralization and formalization. These are key constructs in the 
analysis of the organizational structure in complex organizations. Informal 
coordinating activities are defined as shared values and norms used as a basis for 
decision making. The relationships among these coordinating activities are both 
complementary and competing. This means that any given parent-subsidiary 
relationship is liable to exhibit these coordinating activities, that, at the same time, 
vary from one parent-subsidiary relationship to another. These activities are discussed 
below (see Table 5). 
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Centralization/Subsidiary Autonomy 
For our purposes, centralization is operationalized as the degree of subsidiary 
autonomy granted. It is measured as the extent to which subsidiaries participate in 
making decisions (Garnier 1982, Ghoshal, Korine, & Szlanski, 1994). Traditional 
parent-subsidiary theories have posited that the degree of subsidiary autonomy 
granted is negatively associated with the performance of multinational corporations. 
For example, Egelhoff (1982, 1991) adopted an information processing perspective 
(Galbraith 1973) to explain the structure-performance relationship. He argued that 
rapid environmental and strategic changes require more information for parent 
company managers to control their overseas operations. Centralizing structure with a 
lower degree of subsidiary autonomy thus provides an appropriate structural context 
for the upward accumulation of information and so multinationals should be rewarded 
with a superior performance (Egelhoff, 1990). Based on Egelhoff (1988)'s argument, 
we would expect a lower level of subsidiary autonomy is associated with frequent 
parent-subsidiary communication. 
Hla: Subsidiary autonomy is negatively associated with 
communication frequency. 
However, information processing perspective does not resolve the problems of 
channel overload (Galbraith 1973) resulting from increased environmental complexity 
and the recent development of electronic communication media. As the 
multinationals are internally differentiated, foreign subsidiaries are important in their 
capabilities to create and transfer firm-specific advantages. Yet centralized structure 
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with a lower degree of subsidiary autonomy cannot provide a flexible structural 
context for subsidiaries to create and transfer knowledge. Hedlund (1986) and 
Ghoshal & Barlett (1990) even point out that centralizing decision making reduces the 
subsidiaries' propensity to make frequent communication with their parents. Their 
arguments lead to the hypothesis which runs directly counter to the hypothesis Hla. 
Hlb: Subsidiary autonomy is positively associated with 
communication frequency. 
Compared with the linkage between subsidiary autonomy and communication 
frequency, the relationship between subsidiary autonomy and the communication 
quality is clear. As centralized decision making shifts the locus of power 
asymmetrically in favor of the parent side, it results in severe dissonance if the 
subsidiary is an important actor in the parent-subsidiary relations, thereby lowering 
the communication quality (Ghoshal & Nohria, 1989). In contrast, a higher level of 
subsidiary influence on decision making would provide an open communication 
environment for both parties to express their opinions. Under this scenario, rather 
than relying on coercive power, the parent would use an influential strategy that 
emphasized the mutual benefits. Subsidiary managers would be then more willing to 
initiate communication with and give feedback to their headquarters. Therefore, we 
hypothesize a positive relationship between subsidiary autonomy and parent-
subsidiary communication. 
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H2: Subsidiary autonomy is positively associated with perceptions 
of communication quality. 
Formalization 
Formalization can be described as the extent to which rules, procedures, 
policies and communication channels are used to govern the parent-subsidiary 
interaction. Nelson and Winter (1982) operationalized formalization as the 
perceptions of the degree of routinization of decision-making and resource allocation. 
The concept of formalization has been studied as one of the coordinating activities by 
Hedlund (1980). Yet the relationships between formalization and parent-subsidiary 
communication are unclear. On the one hand, Egelhoff (1991) argued that when the 
task environment is stable and simple, rules and procedures can be used to absorb a 
certain amount of uncertainty. Only cases outside the norm need to be referred 
upward through formal communication channels as uncertainty increases. Such 
absorption can eliminate the need for vertical information processing, thereby 
lowering the communication frequency. Hedlund (1986) and Ghoshal and Barlett 
(1990) even argued that the rigidity of rules, procedures and policies limits 
information and knowledge flows within multinational corporations. These suggest 
the following hypothesis on the effect of formalization on the frequency of parent-
subsidiary communication. 
H3a: The more specific that rules and procedures are spelled out 
and the more strictly rules are observed is negatively related to 
communication frequency. 
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As with centralization, formalization cannot solve the problems of increased 
environmental complexity and information overload. These aspects give rise to 
another understanding of the relationship between formalization and communication. 
With increasing globalization, subsidiaries are internally differentiated (Ghoshal & 
Nohria, 1989), and the level of environmental uncertainty is much higher than that in 
unitary organizations facing a single environment. Since centralization is less 
important in this situation, routinization of decision-making and formalization of 
communication channels, together with those informal coordinating activities, have 
become tools for enhancing the sharing of information between the parents and the 
subsidiary. As subsidiaries become more important, it shifts from hierarchical 
linkages to relational linkages between parents and subsidiaries. Burgelman (1984) 
noted that formalization decreases the power asymmetry between the parents and the 
subsidiary as it constrains the parent-subsidiary relations to rules and regulations, and 
so provides the structural context for reciprocity in exchange. Hence, by establishing 
rules, regulations, and formal communication channels, parents and subsidiaries can 
communicate in a power independent environment. For this study, the arguments 
from Ghoshal and Nohria (1989) and Burgelman (1984) form the basis of our 
hypotheses. 
H3b: The more specific that rules and procedures are spelled out 
and the more strictly rules are observed is positively related to 
communication frequency. 
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H4: The more specific that rules and procedures are spelled out 
and the more strictly rules are observed is positively related to 
perceptions of communication quality. 
Norms of Information Sharing 
Norms are generalized expectations or shared beliefs about appropriate 
behaviors in the organizational relationship. In the context of multinational 
corporations, norms can be operationalized as the extent to which perceptions, 
attitudes and expectations are shared by both the parents and their subsidiaries. The 
influences of norms on organizations are numerous (Heide & John 1992). Regarding 
the relationship between organizational norms and information transmission 
processes, Moorman (1995) noted that the acquisition, transmission, and use of 
information should fit the expectation of organizational norms. As the transfer of 
information or resources between parents and subsidiaries is strongly encouraged or 
even required, managers in different units of multinationals will be likely to accept 
and conform to norms of information sharing. Norms of information sharing thus 
define a bilateral expectation that parties will proactively provide information useful 
to their partners (Heide & John, 1992). 
Huber and Daft (1987) reported that closer ties result in more frequent 
communication. If communicators share the belief that extensive information 
exchange is an appropriate behavior, it is expected that the actual frequency of 
communication would exhibit this exchange behavior. On the other hand, it is 
unlikely that one party will issue a unilateral directive to the other without receiving 
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any feedback when norms of information sharing exist (Mohr & Sohi, 1995). In 
addition, communicating parties who perceive that information sharing is strongly 
encouraged or even required should be likely to undertake behaviors that are 
consistent with the norms. Having an understanding that information sharing is 
expected, communicating parties would actively promote bidirectional 
communication flows to ensure effective information exchanges. Also, Fisher, Maltz, 
& Jaworski (1997) argued that norms that encourage the free exchange of information 
neither preclude nor prescribe the use of coercion in the influencing strategies of 
communicating parties. Empirical research also supports the idea that information 
sharing norms are positively associated with parent-subsidiary communication in 
organizations that are geographically dispersed, culturally diversified and 
interdependent. For example, DeMeyer (1991) found that both organizational 
structure and information sharing norms can enhance global R&D communication. 
Based on the above discussion, we hypothesize that norms of information sharing are 
positively associated with the actual communication frequency and the perceived 
communication quality. 
H5: Information sharing norms are positively associated with 
communication frequency. 
H6: Information sharing norms are positively associated with 
perceptions of communication quality. 
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Parent-subsidiary Relationship Effectiveness 
Relationship effectiveness is defined as the extent to which the subsidiaries 
carry out commitments and believe relationships are worthwhile, productive, and 
satisfying (Van De Ven & Ferry, 1980). The association between frequency and the 
relationship effectiveness is not intuitively obvious. On the one hand, prior research 
suggests that greater communication frequency has a positive effect on managers' 
perceptions about the effectiveness of the relationship (Ruekert & Walker, 1987). 
This premise is based on the belief that the interdependence and the desire for 
interaction among communicating parties increase as the frequency of communication 
increases. Based on this premise, we hypothesize a positive association between 
communication frequency and relationship effectiveness. 
H7a: Communication frequency is positively related to the perceived 
effectiveness of parent-subsidiary relationship. 
On the other hand, some argued that the communication frequency does not 
imply the existence of commitment or confidence between communicating parties. 
Frequent communication could result in creating annoyance or nuisance factors which 
would lower the effectiveness of parent-subsidiary relationship (Mohr & Sohi, 1995). 
This suggests an alternative hypothesis on the effect of communication frequency on 
the relationship effectiveness. 
H7b: Communication frequency is negatively related to the 
perceived effectiveness of parent-subsidiary relationship. 
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Apart from the communication frequency, organizational communication 
theorists have also studied the impact of communication quality on the dyadic 
relationship of the communication exchange. For example, Boyle, Dwyer, 
Robicheaux, & Simpson (1992) examined the content of influence attempts used in 
different relationship structures. In our model, we also address the influence of 
communication quality on the effectiveness of parent-subsidiary relationship. We 
argue that a two-way parent-subsidiary communication with an open environment 
allows the communicating parties to ask questions, seek confirmation or verifications, 
and give comments. These may result in reducing misunderstanding and conflicts 
among communicating parties and so the effectiveness of the relationship is enhanced. 
Besides, it is clear that the use of threats could damage this long-term commitment 
while an exchange of information with recommendations would result in a positive 
evaluation of the dyadic relationship. The tone, style, and content of the 
communication will likely shape the impressions of the communicating parties and 
thus affect their evaluation on the relationship. If the communicating parties perceive 
their relationships are productive and worthwhile, they will be satisfied with it and 
motivated to remain in the relationship. Recent studies have determined that 
perceptions of high quality communication are positively associated with relationship 
effectiveness (Frazier 8c Summers, 1986; Mohr, Fisher, & Nevin, 1996). 
Accordingly, we hypothesize that parent-subsidiary communication and its 
relationship effectiveness are positively related. 
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H8: Perceptions of communication quality are positively related to 
the perceived effectiveness of parent-subsidiary relationship. 
The chapter delineated a proposed conceptual model of parent-subsidiary 
communication with the use of e-mail. The next chapter will discuss the details of 
data and methodology. 
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CHAPTER IV 
DATA AND METHODOLOGY 
In the previous chapter, eight hypotheses have been derived based on the 
literature. This chapter deals with the methodological issues of this study: The details 
in research design, sampling procedure, measurement scales, and measure validation 
process. 
Study Context and Research Design 
The unit of analysis in this study is the relationship between a subsidiary 
manager and one ofhis/her parent counterpart. We focus on the subsidiary managers' 
perceptions of the relationship with his/her parent counterpart. The parent counterpart 
here means the corresponding person in the parent company with whom the subsidiary 
manager needs to make contact frequently. Though dyadic data (collected from both 
the subsidiary manager and the parent counterpart) is optimal for this type of 
relationship, both time and cost considerations limited further investigation on the 
perceptions of parent managers. 
As this study aims at exploring the perception of subsidiary managers 
regarding the parent-subsidiary communication, a self-administrated mail-survey was 
used as the main instrument of collecting data in this study. However, some 
corporate-level data (e.g., size and age of parent companies, size and age of 
subsidiaries, the number of countries operated in, personal experience towards the use 
of e-mail, and number of years the e-mail system has been in use) were derived from 
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information provided from The Guide to Asian Companies 1996, Japanese Company 
Handbook 1997, Hoover，s Online Database, and Moody Global Company Report. 
Sample and Sampling Procedures 
The context selected for this study involves parent-subsidiary e-mail 
communication. Our sample is made up of the subsidiary managers whose companies 
have installed an electronic mail system for use not only for intra-subsidiary 
communication but also between the parent-subsidiary. As there is no available 
database that can identify firms having an electronic mail system installed for parent-
subsidiary communication, a potential list of firms, based on their industrial 
membership, was developed from public sources. In order to limit the extraneous 
sources of variation, firms in the field study were drawn from top Hong Kong foreign 
companies in the sectors of manufacturing and wholesale trade. In addition, we 
believe that manufacturing and wholesaling companies are likely to have 
geographically dispersed operations. Using Dun 's Top 2000 Foreign Enterprises in 
Hong Kong 1998, 523 companies were identified at four-digit SIC code level which 
range from 2011 to 3999 and 5012 to 5199. Of these 523 companies, 46% were 
manufacturing companies. 
As we do not know how many foreign companies in Hong Kong have installed 
an electronic mail system for their parent-subsidiary communication, a cover letter 
(see Appendix I), a research overview (see Appendix II), the questionnaire (see 
Appendix III), and a postage-paid, university-addressed return envelope were sent to 
each of the senior executive(s) who had his/her name and position listed in Dun 's Top 
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2000 Foreign Enterprises in Hong Kong 1998 for the industries noted above After 
three weeks, follow-up telephone calls were made to them to ask: (1) if their 
companies had installed electronic communication systems for parent-subsidiary 
communication; (2) if so, whether they received the survey packets; and (3) if so, 
whether they would participate in this study. If they were appropriate and interested, 
they were asked to return the questionnaire by mail or fax. Three weeks later, survey 
packets were mailed to those non-respondents as a follow-up. 
2671 introduction letters initially were sent to the subsidiary managers of 523 
companies. After the first phone call, 515 managers in 117 companies were excluded 
in our sampling frame because they did not have electronic mail systems in their 
companies for parent-subsidiary communication. 103 managers in 21 companies 
were unable to be contacted because either the telephone number was incorrectly 
published (16 managers in 4 companies) or because messages left on the voice mail 
were not returned (87 managers in 17 companies). Ten companies (with 40 
managers) did not give any information so we did not know whether they have 
installed e-mail system. Of the remaining companies, 231 companies (1729 
managers) did not give any response, and eight companies (48 managers) wrote or 
phoned to us declining participation for different reasons. 236 surveys in 167 
companies were returned for a response rate of 10.95% (see Table 6). Sixty-nine 
questionnaires were eliminated from analysis because of incompleteness (over three 
missing items) or for not providing detailed information about their parent 
^ 
companies . Thus, only 167 questionnaires in 131 companies were used for the 
2 nonresponse item or item with an answer of"not relevant" is treated as missing item. 
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statistical analysis reported in this study. Of the 131 companies, 120 are wholly-
owned subsidiaries whereas the remaining eleven are majority ownedjoint ventures. 
In order to assess the potential non-response bias, a comparison between early 
and late respondents was conducted (Armstrong & Overton, 1977). The results of 
one-way ANOVA showed no significant differences in the parent-subsidiary 
communication pattern, number of years the e-mail system has been in use, or the 
personal experience in using e-mail (see Table 7). 
Among those 167 respondents, no significant differences in communication 
patterns were found to vary by industrial classification (see Table 8). However, 
number of years the e-mail system has been in use, personal experience towards the 
use of e-mail, and the usage of e-mail were found to vary by the parentage. Using a 
one-way ANOVA procedure, managers in American firms were more experienced in 
using e-mail and had a higher level of e-mail usage. Also, for American firms, e-mail 
systems have been installed longer than in Asian and European firms (see Table 9 and 
Table 10). 
Questionnaire Design and Measurement Scales 
The mail questionnaire was developed through a three-stage process. The 
process involved: (1) reviewing literature to clarify the constructs and extract the 
items being examined; (2) examining the initial questionnaire by professors and 
practitioners in order to assess content validity; and (3) pretesting the questionnaire 
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with 40 students in MBA and Diploma courses in a large public university in Hong 
Kong to assess item reliability and construct validity. 
The final questionnaire is self-reported and consists of 66 items within 49 questions. 
Another four questions are asked for control purposes. They are ownership structure, 
personal experience towards the use of e-mail, number of years the e-mail system has 
been in use, andjob title. 
Measurement Scales of Endogenous Variables 
Endogenous variables consist of parent-subsidiary relationship effectiveness, 
communication frequency, and communication quality. 
Parent-subsidiary Relationship Effectiveness (REL) 
The effectiveness of the parent-subsidiary relationship is measured by asking 
the subjects to indicate on a 5-point Likert scale (strongly agree-strongly disagree) the 
degree to which the subsidiaries carry out commitments and believe relationships are 
worthwhile, productive, and satisfying. The scale is adapted from Ruekert & Walker 
(1987) and was used subsequently by Mohr & Nevin (1990) and Roth & Nigh (1994). 
Communication Frequency (FREQ) 
Communication frequency is measured by asking the subjects to indicate, on 
average, how often (1) subsidiary managers communicate with headquarters via e-
mail; (2) headquarters gives their feedback to subsidiary managers via e-mail; and (3) 
subsidiary managers give their feedback to their counterparts in headquarters. The 
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following scale is used: 5: daily, 4: weekly, 3: monthly, 2: quarterly, and 1: annually 
or less. It is adapted from Allen (1977). The same scale was used by Ghoshal & 
Barlett (1988) and Ghoshal, Korine and Szulanski (1994). 
Communication Quality (QUAL) 
Communication quality is a higher order construct. It includes such aspects as 
feedback (FEED), non-coerciveness ONFONC), and openness (OPEN). 
Feedback focuses on the response to the initial message sent. It was measured 
by asking the subjects the extent to which three aspects (timeliness, specificity, and 
sensitiveness) are exhibited in the feedback of their counterparts in headquarters. 
They are based on measures developed by Ilgen, Hobson & Dugoni (1981) and 
Larson, Glynn, Fleenor & Scontrino (1985). Responses were scored from 1 = strongly 
disagree to 5 = strongly agree. 
Openness (OPEN) refers to the communication environment in which the 
managers in the headquarters and subsidiary share accurate information and 
confidences with each other. It was measured with a six-item scale. They are adapted 
from Roberts & O'Reilly III (1974) and Smith & Barclay (1997). Responses were 
scored from 1 = strongly disagree to 5 = strongly agree. 
The measure of non-coerciveness Q<lONC) relates to the use of requests, 
recommendations, and information exchange in the influencing strategy (Frazier & 
Summers, 1984). The scale used is directly adapted from Frazier & Summers (1984) 
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and Gundlach & Cadotte (1994). Responses were scored from 1 二 strongly disagree 
to 5 二 strongly agree. 
Measurement Scales of Exogenous Variables 
Exogenous variables are subsidiary autonomy, formalization, norms of 
information sharing. 
Subsidiary Autonomy (AUTO) 
Subsidiary autonomy was the most troublesome construct to measure. Hage 
(1980) clearly pointed out the importance of distinguishing between strategic and 
operational levels of autonomy. Following from this study quoted earlier (Hedlund, 
1981), we also tried to split subsidiary autonomy into two dimensions: strategic 
decisions and operational decisions. The former encompass (1) decisions related to 
central or key resources; (2) decisions that constituted long-term obligations on part of 
the company; and (3) decisions aimed at standardizing the organizational routines and 
practices throughout the company. The latter only concem how, when, and who 
performs work assignments. Hence, subsidiary autonomy is assessed by asking the 
subjects to indicate on a 5-point Likert scale the influence of the subsidiary on these 
two types of decisions (STRA and OPER). The scales are adapted from Hedlund 
(1981) and Otterbeck (1981). 
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Formalization (FORMAL) 
The formalization measure is operationalized as a multi-item scale with a 5-
point Likert-type format. The scale is adapted from Mohr, Fisher & Nevin (1996), 
Van de Ven and Ferry (1980), and Aiken & Hage (1968). 
Information Sharing Norms (NORM) 
Information sharing norms describe the expectations that managers in 
headquarters and subsidiary will provide information useful to each other. The scale 
is adapted from Heide & John (1992) and Fisher, Maltz & Jaworshi (1997). 
Control Variables 
Usage Levels of Other media 
In order to compare the mediating effect of e-mail communication with that of 
other media, the usage frequency of various media, such as memo/report, fascimile, 
and long-distance telephone, are also included as contingencies. 
Other Contingencies 
Studies suggest that the coordinating activities and parent-subsidiary 
communication varies according to multinational experience, age and size of the 
company, and age and size of subsidiary (Hedlund, 1981; Gates & Egelhoff, 1986; 
Stock, Greis & Dibner, 1996; Birkinshaw, Hood, & Jonsoon, 1998). Also, research in 
communication indicates that personal experience in the use of e-mail, and the 
number of years the e-mail system has been in use would affect the usage of e-mail 
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(Fulk, 1993). Thus, it is considered critical to examine the potential effects of such 
contingencies. Table 11 reports the operationalization of these control variables and 
Table 12 presents the list of abbreviation of measurement scales. 
Measure Validation Procedure 
Before the measures are used to examine the mediating effect of 
communication frequency and communication quality, a five-stage process is 
developed in order to assess the measurement error. 
At the first stage, the initial measures were subject to an assessment of 
exploratory factor analysis to identify items which did not belong to the specific 
domain. Then we tested for the internal consistency of each set of multi-item scales 
(STRA, OPER, FORMAL, NORM, FREQ, FEED, OPEN, NONC, and REL) using 
item-to-total correlations. Based on the result, those items with low item-to-total 
correlations or multiple loading on factors were dropped (Gerbing & Anderson, 
1988). 
Next, we conducted a confirmatory factor analysis for the exogenous factors 
(STRA, OPER, FORMAL, and NORM). The factors were allowed to be correlated so 
we could test and confirm the bidimensionality of subsidiary autonomy and also 
evaluate the extent of multicollinearity of exogenous factors. Table 13 shows the 
results of the confirmatory factor analysis. The initial fit of the model was acceptable 
(X^(59) = 93.34, P = 0.0029, GFI = .92, AGFI = .88, NFI = .86, CFI = .94, IFI = .94, 
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RMSR = 0.059). None ofthe exogenous factors were highly correlated (r < .3) except 
the hypothesized bidimensionity of subsidiary autonomy (r = .43). 
To test for the multi-dimensionality of communication quality, second-order 
factor analysis was used to examine the hypotheses that communication quality is a 
second-order factor in which the items arise from those first-order factors (FEED, 
OPEN, and NONC). The hypothesized factor structure is given in Figure 3 and 
LISREL parameter estimates are shown in Table 14 and Table 15. The hypothesized 
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three-factor model of communication quality was supported (% (22) = 26.81, P = 0.22, 
GFI = .96，AGFI = .94, NFI = .91, CFI = .98, IFI = .98, RMSR 二 0.054). In sum, the 
results of the second-order factor analysis lend support to our conceptualization of 
communication quality as a second-order construct. Hence, three dimensions of 
communication quality were combined into equally-weighted composites (QUAL) for 
the following analysis. 
Having established the dimensionality of constructs, we tested the reliability of 
scales by computing their Cronbach's alphas. All but one of the Cronbach's alphas 
were above .7 fNunnally, 1978). Table 16 provides a tabulated list of all the 
measurement items under each construct. 
This chapter covered the details in research design, sampling procedure, 
measurement scales, and measure validation process. The next chapter will report the 
data analysis strategies and the results from the regression models. 
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CHAPTERV 
DATA ANALYSIS AND RESULTS 
This chapter begins with a presentation of data analysis strategies. Tests of 
hypotheses are also discussed. 
Data Analysis Strategies 
The hypotheses were tested by a path-analytic framework (Alwin & Hauser, 
1972; Blalock, 1969; Duncan, 1972) with a series of regression models. Such a 
framework is an appropriate technique for testing mediation since it allows indirect 
(mediating) effects to be examined (Baron & Kenny, 1986). The significance ofthe 
mediating effect is tested by four regression analyses. In the first and second model, 
the influences of exogenous variables (subsidiary autonomy, formalization, and 
information sharing norms) on the hypothesized mediating variables are examined. 
Then, the direct effect of exogenous variables is assessed. In the fourth model, both 
the exogenous variables and the hypothesized mediating variables are examined 
hierarchically. 
(Model 1) FREQ = Po + Pi AUTO + p2 FORMAL + p3 NORM + s 
(Model 2) QUAL = Po + Pi AUTO + P2 FORMAL + p3 NORM + s 
(Model 3) REL - po + Pi AUTO + P2 FORMAL + P3 NORM + s 
(Model 4) REL = p � + p^ FREO + p. OUAL (Block 1) 
+ p3 AUTO + p^ FORMAL + P5 NORM + s (Block 2) 
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Interpretations will be emphasized by the change of overall effect size (R^ and 
F-statistics) and any changes in both the direction (sign) and standardized coefficients 
(P) of the relationship between dependent variable and each independent variable. 
Tests of Hypotheses 
Table 17 gives details of the usage frequency of each medium in parent-
subsidiary communication. It can be seen that, compared with memos/reports, 
facsimile, and long distance call, e-mail was more frequently used for parent-
subsidiary communication. The results provide adequate support for the use ofthese 
data to test the mediating effect of parent-subsidiary e-mail communication. Also, the 
summary statistics for the variables are provided in Table 18. 
Direct Effects on Communication Frequency and Quality 
To check whether the exogenous variables (subsidiary autonomy, 
formalization and norms of information sharing) have effects on the hypothesized 
mediating variables, two models with different dependent variables (communication 
frequency and perceived communication quality) were assessed. 
Concerning model 1, the F (3 i63) statistic of the overall model was only .90, 
which suggests that the exogenous variables cannot explain a significant portion ofthe 
variance in communication frequency. The results provide no support for the 
mediating role of communication frequency. Hence, hypotheses Hla, Hlb, H3, and 
H5 are not supported 
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Then, the other hypothesized mediating factor Q)erceived communication 
quality) was considered as the dependent variable in model 2. The F (3 i63) ratio ofthe 
overall model was 16.42, which suggests that the variance of the exogenous variables 
explains a significant portion of the variance in perceived communication quality (p < 
.01, R- = .23, adjusted R- = .22). Table 19 shows the parameter estimates resulting 
from this analysis. 
Hypothesis 2 predicted a positive association between subsidiary autonomy 
and perceived communication quality. The path between subsidiary autonomy and 
perceived communication quality is consistent with the prediction of hypothesis 2 (g 
= .16,p<.05). 
Hypothesis 4a and hypothesis 4b concem the relationship between the degree 
of formalization and perceived communication quality. Hypothesis 4a predicted a 
negative relationship whereas hypothesis 4b hypothesized a positive relationship. The 
standardized coefficient representing this effect supports the prediction of hypothesis 
4b (£ = .31, p < .01). Based on this result, hypothesis 4a is not supported. 
Hypothesis 6 predicted that information sharing norms are positively 
associated with perceived communication quality. The standardized coefficient 
representing that relationship is consistent with the prediction of hypothesis 6 (g = 
.25,p<.01). 
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Predictors ofthe Effectiveness of Parent-subsidiary Relationship 
Next, two hypothesized mediating variables were replaced with the 
effectiveness of the parent-subsidiary relationship as the dependent variable. The 
direct effects of three exogenous variables on the dependent variable were examined 
in model 3. Results from the regression analysis produced a good fit ofthis model, F 
(3 163) = 17.73, p < .01, R- = .25, adjusted R- = .23. All the exogenous variables were 
significantly related to the relationship effectiveness: subsidiary autonomy (£ = .31, p 
< .01), formalization (£ = .15, p < .05), and norms of information sharing (£ = .28, p < 
.01). 
Communication Quality as a Mediator 
The potential mediating effects of communication quality were investigated 
using procedures set forth by Baron & Kenny (1986). To establish mediation, model 
4 was formulated by hierarchically putting in the hypothesized mediating variables 
and the exogenous variables. Specifically, mediation is indicated if inclusion of the 
hypothesized mediating variables in a regression model predicting the dependent 
variable (relationship effectiveness) results in attenuation of any significant direct 
effects between the dependent variable and three exogenous variables. 
First, two hypothesized mediating variables were entered in the regression 
model. Results of model 4a presented in Table 19 shows that the model is significant, 
F (2，164) = 22.34, p < .01, R- = .21, adjusted R- = .20. 
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Hypothesis 7a and hypothesis 7b dealt with the influence of communication 
frequency on the effectiveness of the parent-subsidiary relationship. Hypothesis 7a 
predicted a positive association whereas hypothesis 7b predicted a negative 
relationship. The standardized coefficient representing this effect supports the 
prediction ofhypothesis 7a (£ = .16, p < .05). Based on this result, hypothesis 7b was 
not supported. 
Hypothesis 8 predicted a positive association between perceptions of 
communication quality and the effectiveness of the parent-subsidiary relationship. 
The standardized coefficient representing this relationship supports hypothesis 8 (g = 
.43,p<.01). 
Three exogenous variables were then entered. Results from the hierarchical 
regression analysis show that the incremental effects of three exogenous variables are 
significant though two hypothesized mediating variables accounted for the major 
variance of the model (R- = .21, p < .01) and three exogenous variables explained 
only a small portion of the variance (A in R" 二 . 11, p < .01). 
Regarding the parameter estimates of three exogenous variables from the 
hierarchical regression analysis, only subsidiary autonomy (g = .24, p < .01) and 
norms of information sharing (£ = .21, p < .01) are significantly related to the 
effectiveness of the parent-subsidiary relationship. The association between 
formalization and relationship effectiveness was found to be insignificant (£ = .07, p — 
.36). Moreover, when we compare the parameter estimates with those in model 3, we 
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would find that the inclusion of the hypothesized mediating variables resulted in 
attenuation of the magnitude of these relationships. From these results, we can 
conclude that perceived communication quality appears to serve as a partial mediating 
variable in the effects of subsidiary autonomy and information sharing norms on 
relationship effectiveness and a complete mediator in the relationship between 
formalization and relationship effectiveness. 
Contingent Effects 
Note that the control variables were not significant in terms of the change in 
R-squared, which means that the addition of the control variables to all the equations 
did not significantly improve the overall effect size. To consider the mediating effects 
of other communciation modes other than e-mail communication, the usage levels of 
three communication media (memo/report, facsimile, and long-distance telephone) 
were regressed on the exogenous variables (subsidiary autonomy, formlization, and 
norms of information sharing). The F-statistics of the three regression models were 
not significant. Also, the parameter estimates of the usage levels of three media were 
not significant when relationship effectiveness was considered as a dependent variable 
(see Table 20). The above results provide no support for the mediating roles of the 
usage levels of these three media. 
As the usage of e-mail was found to vary by the parentage, a dummy variable 
(American firms/non-American firms) was considered in three regression models 
(model 2 to model 4). The beta coefficients of this dummy variable (AMERICA) in 
three models were insignificant which means that the mediating effect of 
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communication quality is not affected by the parentage (see Table 21). Table 22 
summarizes the results of the hypotheses testing. In the next chapter, we wi l l discuss 
these results and suggest some directions for future research. 
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CHAPTER VI 
DISCUSSION AND CONCLUSION 
In this chapter, we wi l l discuss the results reported in the last chapter. Both 
theoretical contributions and managerial implications are presented. Also, we wi l l 
suggest new research directions as suggested by the findings ofour study based on the 
limitations of this study. 
Discussion 
The objective of this study is to examine the role of communication in the 
parent-subsidiary relationship. Based on our discussion of parent-subsidiary issues 
and communication, we proposed causal relationships involving communication, 
coordinating activities and parent-subsidiary relationship effectiveness. The results of 
the findings are discussed in the following section. 
The findings of this study provide general support for separate conceptualizing 
of communication frequency and communication quality. Their correlation is low and 
insignificant (see Table 16). Frequency is only a measure of the amount of 
communication whereas the quality of communication is a measure ofthe closeness of 
parent-subsidiary communication. A frequent communication is not necessarily an 
indication of high communication quality. Also, all three coordinating activities are 
significantly related to the perceived quality of communication, but not the frequency 
of communication. Autonomy and formalization help balance the power asymmetry 
between the parents and subsidiaries. Decentralizing decision-making and the 
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imposition of power independent rules help foster a better communication 
environment. Information sharing norms can provide the organizational context for 
cooperation and coordination. Specifically, a higher level of autonomy and 
routinization with the expectation of information exchanged created by the existence 
of cultural norms helps facilitate a greater level of feedback, more open 
communication, and more often using recommendations in the influencing process. 
Compared with the previous studies, in particular Ghoshal, Korine, & 
Szulanski (1994) and Birkinshaw, Hood, & Jonsson (1998), this study offers two 
differences in studying the relationships between organizational context and 
communication frequency. As one of the important elements of organizational 
context, the impact of centralization/subsidiary on communication frequency was 
examined in Ghoshal et al. (1994) study. Using samples from 31 subsidiaries in two 
multinationals, They found that the association between centralization/subsidiary 
autonomy and communication frequency is insignificant. Similar to Ghoshal et al. 
(1994) study but taking a different research approach, the current study divides 
organizational context into three elements: subsidiary autonomy, formalization, and 
information sharing norms. With regards to the samples, this study tries to cover a 
wide range of companies while controlling country and industry effects. Compared 
with the previous research design, the current study can offer a wider range of 
organizational context by including more companies in the sample while at the same 
time limit the extraneous sources of variation. The results of this study are consistent 
with the results reported in Ghoshal et al. (1994) and other previous studies 
(Birkinshaw, Hood, 8c Jonsson, 1998). Centralization^subsidiary autonomy is 
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independent from communication frequency. To consider other two elements of 
organizational context, their relationships with communication frequency are still not 
significant. The lack of significant relationships between three coordinating activities 
and communication frequency may be because the intensity of parent-subsidiary 
contact depends more on the nature of the communication task itself. As the 
communication task becomes more complex, the total amount of contact increases. It 
is different from the qualitative elements of communication that would be affected 
and evaluated purely by the power distribution between two communicating parties. 
Thus, organizational context, which determines the power distribution between the 
parent and subsidiaries, is independent with the communication frequency. The 
second possible explanation would be that communication frequency is not a valid 
measure for the amount of communication. It can only measure the time interval that 
communicating parties make contact with each other but fails to measure the duration 
of each contact. As e-mail is a written and asynchronous mode of communication, 
messages should be sent back and forth to finish a conversation. In that sense, the 
number of messages per a given time or per a conversation should be treated as 
another measure of the amount of communication. For example, Pascale (1978) 
operationalized the amount of communication as the number of messages per day. 
Furthermore, our model suggested that both frequency and the perceived 
quality of communication would be significantly related to the effectiveness of the 
parent-subsidiary relationship. The result provides support for our expectation that 
communication is a major determinant of relationship effectiveness. Increased 
amount of communication appears to impact the relationship effectiveness. It is 
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because greater communication frequency facilitates more information flow. More 
information flow, in turn, enables two communicating parties communciate more and 
know each other better, thereby increasing the working efficiency and the relationship 
effectiveness. Also, our findings supported the linkage between communication 
quality and relationship effectiveness; higher perceived levels of communication 
quality is associated with high perceived levels of relationship effectiveness. It seems 
that an open and non-coercive communication with timely and sensitive feedback is 
an indication of trustworthy behaviors, and thus facilitate the relationship 
effectiveness. Our findings are consistent with the previous studies (Anderson & 
Weitz, 1992; Smith & Barclay, 1997; Mohr & Spekman, 1994; Birkinshaw, Hood, & 
Jonsson, 1998). 
Also, the mediating effects of communication are examined. A l l three 
coordinating activities are significantly associated with the relationship effectiveness. 
When the hypothesized mediating variable, communication quality, is considered, the 
direct relationships between three coordinating activities and the relationship 
effectiveness are significantly mediated by the perceived communication quality. 
Formalization is no longer related to the relationship effectiveness, and both 
subsidiary autonomy and information sharing norms are lower in their associations 
with the effectiveness of parent-subsidiary relationship. 
However, our results show that the perceived quality of parent-subsidiary 
communication is not the sole mediator of the linkages between the three coordinating 
activities and relationship effectiveness. Subsidiary autonomy and information 
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sharing norms are directly associated with the relationship effectiveness. One 
possible reason for these findings is that the focus of this study is to examine the 
mediating effect of the frequency and the perceived quality of parent-subsidiary 
communication with the use of e-mail. In fact, the links between coordinating 
activities and the parent-subsidiary relationship can be mediated by various factors, 
such as forbearance from opportunism. Smith & Barclay (1997) defined forbearance 
from opportunism as the spirit of cooperation, not cheating, and not withholding 
helpful action. They argued that both communication quality and forbearance from 
opportunism are mutual tmst behaviors which mediate the relationship between 
mutual satisfaction and organizational context. We can speculate that coordinating 
activities, when wrongly implemented, may create the barriers to develop trust in 
working relationships. For example, parents can dominate their subsidiaries by 
exerting tight controls over subsidiaries without any normative integration 
mechanisms. This leads to an increase in alienation and frustration in the subsidiary 
side. This feeling is easily translated into aggressive retaliatory behavior that is 
characterized as opportunism. The tendency to behave opportunistically would have a 
negative impact on the relationship effectiveness. On the contrary, by establishing the 
norms that information exchanges are appropriate bahaviors or granting more 
autonomy, the power distribution between parents and subsidiaries become more 
equal and a sense of partnership is formed. Subsidiaries would then refrain from 
behaving opportunistically. Future studies thus can investigate the other mediating 
factors besides parent-subsidiary communication. 
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Theoretical Contributions 
This study offers several interesting insights into our understanding of the 
parent-subsidiary relationship and the role of communication. In the following two 
sections, the theoretical contributions and managerial implications are discussed. 
To the best of our knowledge, this study is the first investigation that focuses 
specifically on the role of e-mail communication on parent-subsidiary relations. We 
have identified several perspectives on the role of e-mail in the parent-subsidiary 
communication. Various constraints, such as differences in time zone and 
geographical distance, can inhibit the parent-subsidiary communication. Yet 
advances in communication technologies give an important breakthrough. By 
comparing the usage levels of other media with that of e-mail, this study demonstrates 
that e-mail has become a frequently-used medium for parent-subsidiary 
communication. This, in tum, shows the importance of e-mail communication in 
studying parent-subsidiary communication. 
In addition, this study integrates the literature of organizational 
communication and parent-subsidiary relationship and offers a new perspective of the 
parent-subsidiary communication. Instead of viewing communication as a control 
measure, we suggest a new role for communication: a vehicle for relationship 
maintenance and development. With increased subsidiary specialization and rising 
interdependence between parents and subsidiaries, centralization may not be the 
optimal way for parent companies to control their subsidiaries. Instead, relational 
linkages between subsidiaries and their parents are emerging. Communication thus 
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becomes important in this new parent-subsidiary relationship especially when other 
control measures, such as centralization, are weak. The hypothesized model of 
parent-subsidiary communication also addresses the gap in parent-subsidiary theories 
in strategy-structure-performance paradigm. Regarding the growing importance of 
communication, a new structural context is proposed and examined. This new context 
contains higher levels of autonomy, formalization, and norms ofinformation sharing. 
As we found, communication is multi-faceted. Based on an information 
processing perspective, earlier parent-subsidiary communication studies have 
emphasized media choice and communication frequency as important elements of 
communication (Brandt & Hulbert, 1976; Fischer & Behrman, 1979). However, 
frequent communication between two parties does not necessarily mean that the 
communication is collaborative (Mohr & Nevin, 1990). Combined with recent studies 
in psychology and marketing channel literature (Jablin, 1979; Down, Clampitt & 
Pfeiffer, 1988; Mohr & Nevin, 1990; and Gupta & Govindarajan, 1991), we offer a 
more thorough operationalization of communication by: (1) distinguishing between 
communication frequency and communication quality; (2) unpacking the 
communication quality into feedback (directionality of communication), openness 
(communicating environment), and coerciveness (content/influencing strategy in 
communication). This study also demonstrates the multi-dimensionality of 
communication with empirical evidence. 
Previous studies in marketing viewed coerciveness and non-coerciveness as 
the same concept. However, in the process of operationalizing the concept content 
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non-coerciveness, we found that coerciveness and non-coerciveness are not opposite 
endpoints of the same dimension, but two independent dimensions of communication. 
For Fisher, Maltz, & Jaworski (1997), the concept content non-coerciveness was 
operationalized as a composite scale in which reversed-coded items of coercive 
influence were treated as parallel with items of non-coerciveness. However, the 
findings of the current study indicate that the concept of non-coerciveness should not 
be treated as the reversal of coerciveness because such reversal fails to examine the 
degree of various influencing strategies used in the communication process. In that 
sense, one communicating party who communicates often could use both types of 
influencing strategies. 
Further, this study provides a different research design for testing the 
relationship between communication and organizational contexts. The research 
design of this study is different from the previous studies, in particular Ghoshal, 
Korine, & Szulanski (1991). Although Ghoshal et al. (1991) considered the autonomy 
of the subsidiaries, the range was limited on two aspects. First, only two 
multinational firms, Philips and Mitsushita, were examined. Second, only 31 
subsidiaries in these two companies were used as the research samples. Also, 
environmental factors, such as country, industry, and culture, were not controlled in 
this study. The current study, however, tried to cover a wide variety of organizational 
contexts (167 senior managers in 131 subsidiaries of 127 multinational corporations). 
The advantage of this design is that the associations between three coordinating 
activities and communication can be better examined by increasing their explained 
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variations, while at the same time, limiting the extraneous sources of variation, such 
as country and industry effects. 
Managerial Implications 
The above contributions lead to a number of important implications for MNC 
managers. First, this study highlights the importance of e-mail communication. 
Recent changes in the international competitive environment and information 
technologies have added additional challenges to the already complex task of 
managing an MNC. The way that the changes are confronted can be detrimental or 
beneficial to the firm's competitive position. We suggest that e-mail communication 
can be an important source of international competitiveness. Firms that can configure 
themselves in a way that allows managers to leverage interorganization coordination 
while at the same time developing strong corporate knowledge flows that should be 
able to create long-term competitiveness. For instance, DuPont has successfully used 
e-mail for over 20 years to manage its divisions. Also, Verifone Inc. has been 
successful in promoting e-mail communication in its parent-subsidiary relationship. 
The philosophy of the company is to have the right people in the right place. At 
Verifone Inc. the e-mail reigns supreme with every staffs and their family members 
trained to use the e-mail. Regarding the quality of communication, the company 
structured the organization by decentralizing the decision making, establishing a set of 
principles, and encouraging staff to share information. The level of communicating 
technologies, together with a collaborative communication, clearly represents a 
critical competitive edge for multinationals. From its start in 1986, Verifone Inc 
operates in over 100 countries with $473 bill ion in sales (Anonymous, 1997). 
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Second, the structural context in the MNC has adjusted to f i t with these new 
communication media. This study offers the solutions for parent companies on how 
to effectively exert their influence over subsidiaries through the re-definition of their 
structural context (Bower, 1970). For example, in contrast to the highly centralized 
and routinized structure context suggested by traditional parent-subsidiaries theories, 
parents may do well to grant more freedom to the subsidiaries, establishing moderate 
process controls through the routinization of decisions making and resource 
allocations, and establish the information-sharing norms. By doing these things, 
parent-subsidiary communication can become more collaborative. There wi l l be no 
surprises for both parent and subsidiary managers and they would know what is going 
on with each other. Collaborative communication allows for the development and 
maintenance of the parent-subsidiary relationship. An effectiveness of the parent-
subsidiary relationship can be invaluable to a f irm trying to compete in global 
markets. After all, the MNC firm is a dispersed organization made up of people 
working together to reach a common goal. Collaborative communication between 
these people helps them to reach that goal. 
This study also offers some implications for subsidiary development. Results 
show that a higher level of communication quality is positively related to the parent-
subsidiary relations. In tum, the effectiveness of relationship is negatively correlated 
with the level of conflict (Roth & Nigh, 1992). Hence, when appropriate, subsidiary 
managers should maintain a higher level of communication frequency and quality so 
as to reduce the potential conflict between the local subsidiaries and their parent 
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companies. Also, by improving both communication quality and relationship 
effectiveness, subsidiary managers gradually gain tmst from their parent counterparts. 
Organizational slack and resources can be retained and accumulated at the subsidiary 
level as the stock for future subsidiary internal development and performance. 
Limitations ofthis Research and Directions for Future Research 
Several limitations should be taken into considerations when interpreting the 
findings. First, the focus ofour research is on the subsidiary managers' perceptions of 
the relationship with his/her parent counterpart. As opposed to the dyadic data 
(subsidiary managers and the parent counterpart), data obtained from one side may not 
afford valid tests of dyadic relationships (John & Reve, 1982). Due to time and cost 
constraints, we were unable to collect data from both the parents and subsidiaries. 
Thus, future studies should be conducted by matched samples. 
Second, the sample is made up of the senior managers in subsidiaries and the 
unit of analysis is at the individual level. Readers should be cautious in generalizing 
and interpreting results from individual level to subsidiary level. 
Third, the instrument of data collection is a self-reported questionnaire. It is 
easy to have common method variance with such instrument (Podsakoff & Organ, 
1986) though we believe that the common method variance is not serious in this 
instance. Harman's eigenvalue-one test found that six factors emerged instead of one 
general factor (Podsakoff, 1986). The factor with the highest eigenvalue accounts for 
only 23.1% ofthe total variance (see Table 23). For the follow-up studies, it would be 
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better to have alternative methods, such as e-mail archives, for collecting data. 
However, doing so may not capture the manager's views on the relationship. Since 
views, as an assessment, are perceptually based. 
Fourth, the data presented in this study is cross-sectional data. The links 
among the constructs are associative and correlational (see Table 4). It limits any 
attempts to make casual relationship among constructs. Besides, the sample of this 
study is limited to the manufacturing and wholesaling sectors. Therefore, the 
generalizability of the results is limited. 
Fifth, our studies did not take into account the international objective assigned 
to the subsidiary. Based on different objectives assigned, different roles of the 
subsidiary are formed. Various roles of subsidiary would have different levels of 
parent-subsidiary communication. Although previous studies have found that 
subsidiary roles are not associated with parent-subsidiary communication O^obel & 
Birkinshaw, 1998). Future research may add more questions on the international 
objective assigned to the subsidiary so as to control its effect. 
Sixth, for simplicity, our studies do not examine the effects of culture. Future 
studies could further explore the cultural consequences on the relationships among 
constructs. For example, companies with collective culture use more informal 
coordinating activities than companies with individualistic culture (Jaeger, 1983). 
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Conclusion 
In sum, the present study tackled the thorny issue of parent-subsidiary 
relationships in MNCs by focusing on aspects of communication with the use of e-
mail. Also, we conducted empirical tests of a set of hypotheses in which 
communication facilitates the coordinating processes and the effectiveness of the 
parent-subsidiary relationship. Using samples from the senior managers of foreign 
enterprises in Hong Kong, the conceptual framework appears to receive reasonable 
supports. We hope that this study can serve as a foundation for future investigation of 
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Y o u r Ref : 
20th January, 1998. 
1 
Dear Sir/Madam， 
Managingthe operations ofintemational companies requires effective communication. Headquarters and 
subsidiary managers have used letters, memos，and telephone calls to keep each other informed. Recent 
technology changes have added e-mail as a means of maintaining communication between corporate offices. 
However, we know very little about how e-mail usage affects the headquarters-subsidiary relationship. 
Jn order to leam more about the implications of e-mail for corporate relationships. Prof. Neupert and I are 
looking at how Hong Kong managers use e-mail for headquarters-subsidiary communications. The enclosed 
summary description provides an overview of the project, l f you are working in an international company with 
an e-mail system，we sincerely invite you to share your experiences on inter-company e-mail communications. 
W e would be very grateful if you would share your policies and practices with us in the enclosed 
questionnaire. It should take approximately twenty minutes to complete. All information will be kept strictly 
confidential and no firm identifying information will be discussed. When we have completed the study, we will 
be happy to send you a summary report of the findings. Jf you would like to receive the summary report, 
please include your business card when you retum the questionnaire. 
At the Chinese University o f H o n g Kong, we are committed to research that has a practical relevance to 
managers. It is only through the assistance of managers, such as you, that we can continue to do research that 
benefits the practice of management. 
F you have any questions regarding the study, please feel free to contact me at 2609-7820 or by fax at 2603-
5473 or by e-mail (frederic@baf.msmail.cuhk.edu.hk) or Prof. Neupert at 2609-7842. Thank you, in advance, 
for your assistance. 
With ^ s t regards, 
I c ^ K te^ 
Frederick Ho Kent Neupert 
M.Phil. Candidate Assistant Professor 
enclosures 
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Parent-subsidiary Relationship Effectiveness: 
The Role ofCommunication Policies and Practices 
Frederick K. L. Ho 
The Chinese University ofHong Kong 
Kent E. Neupert 
The Chinese University ofHong Kong 
Project Summary 
As information technology is increasingly used in multinationals corporations, the amount of 
communication between corporate that takes place electronically has also increased. New 
types ofcommunication media, such as email, may be an important asset in global 
competition i f they can facilitate the flow of resources, such as data, information and 
knowledge, within the corporation. In many cases, the purpose and level ofuse ofnew 
communication media are regulated by corporate policies and practice. As a result, the level 
of effectiveness achieved with new media may be lower than the potential effectiveness. In 
such cases, companies may not fully realize their investment in the new communication 
technology. 
As trade barriers fall and subsidiaries develop focused strategies, the headquarters-subsidiary 
relationship becomes more important to managing the multinational. While we may be 
familiar with the promise of advances communication technologies, we know very little about 
how these technologies affect the relationship between headquarters and subsidiaries. How 
have the technologies changed the way that managers in headquarters and subsidiaries 
communicate with each other? Has it changed the nature of relationships on personal or 
organizational levels? 
This study uses email to examine the influence of company policies and practices on inter-
unit communication. Specifically, it examines: (1) the extent of influence of subsidiaries in 
making decisions, (2) the degree of freedom allowed in daily operations and communications, 
and (3) norms ofinformation sharing between units We also investigate how email usage 
affects the headquarters-subsidiary relationship. As a result of the study, we hope to identify 
relationships between subsidiary autonomy, information sharing, email usage and the 
effectiveness of the headquarters-subsidiary relationship. 
The Chinese University of Hong Kong 
Department of Laternational Business 
Survev on Communication with E-mail 
• Please provide answers that best describe your company's current policies and practices. 
• The company here means the whole corporation that includes both the headquarters and foreign divisions. 
• Divisions mean product divisions or geographical divisions, and they are not equal to functional 
departments. 
• Communication refers to the e-mail contact between you and your counterpart in the headquarters. 
• Your counterpart is the corresponding person in the headquarters with whom you need to make contact 
frequently. 
• Please give us your candid responses. All responses will be confidential. 
M « — « 
L_ o 
Part I: Usage of E-mail ^ ^ ^ 
^ I I 1 I 
Please circle the response which best characterizes your relationship with headquarters | | | = | 
1) On average, how often do you communicate with your headquarters via e-mail? 5 4 3 2 1 
2) On average, how often do you communicate with each of the other foreign subsidiaries 
ofyour company via e-mail? 5 4 3 2 1 
3) How often do you provide feedback to your counterpart in the headquarters about their 
suggestions via e-mail? 5 4 3 2 1 
4) How often does your counterpart in the headquarters provide feedback to you? 5 4 3 2 1 
5) On average, how often do you communicate with your headquarters in each of the 
following ways? 
a) Written (Memos, reports) 5 4 3 2 1 
b) Written (^yfacsimile) 5 4 3 2 1 
b) Telephone OLong distance call) 5 4 3 2 1 
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6) Your counterpart in the headquarters lets you know right away when you have done a w < z Q 这 
goodjob 5 4 3 2 1 
7) When there is a question regarding performance, your counterpart in headquarters gives 
you feedback quickly ^ ^ ^ ^ 1 
8) The feedback given by my counterpart in the headquarters is specific rather than general 5 4 3 2 1 
9) Your counterpart in the headquarters shows concem for your feelings when giving 
feedback 5 4 3 2 1 
10) You and your counterpart tell each other things you wouldn't want others to know 5 4 3 2 1 
、 
11) You and your counterpart provide accurate information to each other 5 4 3 2 1 
12) You have opportunities to change or correct your headquarters' decision 5 4 3 2 1 
13) When communicating with each other, you and your counterpart do not put your own 
interests above the others' interests 5 4 3 2 1 
14) You discuss with your counterpart in the headquarters the problems you have in your 
job 5 4 3 2 1 
1 Please turn over the page 
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15) You feel free to discuss with your counterpart in the headquarters your difficulties in the ^ ^ ^ 
job without fear ofjeopardizing your position 5 4 3 2 1 
16) When your counterpart in the headquarters tries to influence you, he/she offers you 
something in exchange 5 4 3 2 1 
17) When your counterpart in the headquarters tries to influence you, he/she threatens you 
with negative consequences ifyou do not comply 5 4 3 2 1 
18) When your counterpart in the headquarters tries to influence you, he/she suggests that to 
do so is in your best interest 5 4 3 2 1 
19) When your counterpart in the headquarters tries to influence, you, he/she tells you that 
to do so is in your division's best interests 5 4 3 2 1 
20) You have an effective working relationship with your headquarters 5 4 3 2 1 
21) Your counterpart in the headquarters carries out his/her responsibilities and 
commitments towards you ^ 4 3 2 1 
22) You carry out your responsibilities and commitments towards your counterpart in the 
headquarters 5 4 3 2 1 
23) The relationships between you and your counterpart in the headquarters are productive . 5 4 3 2 1 
24) The time and effort spent in developing and maintaining the relationship with your 
counterpart in the headquarters is worthwhile for the good ofthe relationship 5 4 3 2 1 
25) Overall, you are satisfied with the relationship with your counterpart in the headquarters 5 4 3 2 1 
Part n： Companv Policies 
26) It is expected that people in the company will be provided with any information that is 
useful to them 5 4 3 2 1 
27) Exchange of information in this relationship takes place frequently and informally 5 4 3 2 1 
28) It is expected that people in the company will be provided with proprietary information 
that is helpfiil to them 5 4 3 2 1 
29) It is expected that people in the company will keep each other informed about events or 
changes that may affect them 5 4 3 2 1 
30) Everyone believes that sharing information is important 5 4 3 2 1 
31) Information sharing between headquarters and foreign divisions are strongly 
encouraged in the company 5 4 3 2 1 
32) Information sharing between foreign divisions are strongly encouraged in the company . 5 4 3 2 1 
、 
33) The terms of the relationship between your division and the headquarters have been 
thoroughly verbalized and discussed 5 4 3 2 1 
34) The terms of the relationship between your division and the headquarters have been 
written down in detail 5 4 3 2 1 
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36) In coordinating our activities with the headquarters, formal communication channels ^ S z S w 
are followed ^ 4 3 2 1 
37) Duties, authority, and accountability ofsubsidiary personnel are recorded in policies, or 
job descriptions 5 4 3 2 1 
38) Whenever a situation arises, the local division has established procedures to follow …… 5 4 3 2 1 
39) Specific performance targets have been set for the subsidiaries 5 4 3 2 1 
40) Performance appraisals in the company are based on written performance standards …… 5 4 3 2 1 
41) Rules, policies，and procedures of the subsidiaries are strictly enforced 5 4 3 2 1 
42) The division receives information regularly on how well it is achieving stated 
performance targets ^ ^ ^ ^ 1 
43) The division is constantly being checked on for rules and policies violations 5 4 3 2 1 
44) Managers in divisions feel as though they are constantly being watched to see that they 
obey all the rules ^ 4 3 2 1 
c c 
45) How much influence do your division managers have on the following sets of decisions: w ^  w « 
• M M « B C T3 5 T3 « 
X： 3 5 = 0)C= o ？ •E £ J .£ 
a) employment of expatriates in local divisions 5 4 3 2 1 
b) appointment ofchiefexecutive officer in headquarters 5 4 3 2 1 
c) major reorganizations in your division 5 4 3 2 1 
d) setting the price ofservices or products 5 4 3 2 1 
e) launch of new services or products on local market 5 4 3 2 1 
f) choice ofpublic accountant ^ 4 3 2 1 
g) gathering the information used in making strategic decision 5 4 3 2 1 
h) interpretation ofthe information for strategic decision 5 4 3 2 1 
i) training programs of local divisions 5 4 3 2 1 
j) lay-offs of local workers ^ 4 3 2 1 
k) purchasing ofequipment and supplies for local divisions 5 4 3 2 1 
1) setting operation schedule for your division 5 4 3 2 1 
m) choice ofadvertising in locaJi market 5 4 3 2 1 
n) local customer service 5 4 3 2 1 
0) extension ofcredit to your customers 5 4 3 2 1 
p) use of cash flow in your own division 5 4 3 2 1 
q) borrowing from local banks (short term) 5 4 3 2 1 
r) local personnel rewards (i.e., salary increases and promotions) 5 4 3 2 1 
A1) The industry type ofyour division is • 
A2) Your p 0sition / job title is . 
A3) Your division has had an e-mail system instaUed for years. 
A4) You have used the e-mail system in yom: division for years. 
A5) Yom: division has been in Hong Kong for approximately years. 
A6) The number o f employees in your division is approximately . 
A7) Your division sales last year were approximately HK$ • 
A8) Your division is whoUv owned subsidiary / joint venture with maioritv ownership / 
joint venture with minority ownership, (please delete that which is not appropriate). 
Thank You for Your Cooperation. Please mail out the questionnaire as soon as possible 
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